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 Chapter 12 
Promoting Environmentally Sustainable Enterprises: Some Policy Options 
Richard Blundel, Adrian Monaghan and Christine Thomas 
Chapter Summary 
Governments around the world are taking an increasing interest in promoting 
environmentally-sustainable economic activity.  They have developed a variety of 
policy approaches in an effort to address environmental issues that range from localised 
pollution incidents to global climate change.  This chapter examines the kinds of 
intervention tools that are being used to improve the environmental performance of 
SMEs, and to guide entrepreneurial energies towards more environmentally-benign 
goals.  The chapter aims to: outline the main options available to policy-makers; 
compare specific intervention tools, noting their strengths and limitations; and discuss 
the case for adopting more holistic approaches to address the pervasive, complex and 
often deeply-rooted challenges of sustainable development.  Key lessons are that policy-
makers need to select appropriate combinations of tools based on careful reviews of the 
evidence, and that well-integrated, context-sensitive policies are likely to prove the most 
effective. 
Introduction 
Until recently, sustainable development initiatives tended to focus on the environmental 
performance of large public and private sector organisations, with smaller firms 
attracting less attention (Schaper 2002).  However, over the last two decades there has 
been increasing interest in the role played by SMEs (Calogirou, Sørensen, Bjørn Larsen, 
Alexopoulou 2010, Parker, Redmond and Simpson 2009).  Many different policy tools 
have been introduced in an attempt to control against environmentally damaging 
 economic activities and to encourage them to adopt more environmentally benign 
practices.  It is a vast policy arena, which extends from relatively modest local 
conservation projects to ambitious ‘green new deals’ that span national and regional 
economies.  This chapter provides an analysis of the main types of policy developed in 
the last 20 years to influence the environmental performance of SMEs and to promote 
more sustainable forms of entrepreneurial activity.  To understand the context in which 
sustainability policies are framed, it begins by reviewing arguments used in support of 
intervention. 
The Case for Intervention 
The main argument for intervention in relation to becoming environmentally sustainable 
is that SMEs have a substantial environmental impact.  The nature and scale of this 
impact can be illustrated by the findings of a recent study conducted by European 
researchers (Calogirou et al. 2010) who calculate that SMEs are responsible for 64 per 
cent of the overall environmental impact in Europe, including greenhouse gas emissions 
(Table 12.1).  Though some impacts, such as energy use, are roughly related to their 
share of the economy, smaller firms have a disproportionate impact in some sectors 
(Revell and Blackburn 2007).  Small firms have generally been slower to adopt 
environmental improvements compared to their larger counterparts, with research 
evidence suggesting that this is due to a combination of internal and external barriers 
(Parker et al. 2009, Vickers, Vaze, Corr, Kasparova and Lyon 2009, Environment 
Agency 2003).  One reason is that they are often more difficult to regulate than larger 
organisations.  In addition, they may lack the necessary awareness, motivation, 
 capabilities, financial resources, or capacity to innovate (Daddi, Testa and Iraldo 2010, 
Schaper 2002, Tilley 1999)1. 
Table 12.1 The average environmental impact from SMEs in the EU27 
Austria    55% 
Belgium    59% 
Bulgaria    62% 
Cyprus     86% 
Czech Republic  58% 
Denmark    55% 
Estonia    75% 
Finland     57% 
France    57% 
Germany    61% 
Greece     75% 
Hungary    61% 
Ireland     64% 
Italy     72% 
Latvia     75% 
Lithuania    70% 
Luxembourg  57% 
Malta     73% 
Netherlands    67% 
Poland     57% 
Portugal    74% 
Romania    52% 
Slovakia    51% 
Slovenia    61% 
Spain     72% 
Sweden   58% 
United Kingdom  53% 
Total  64% 
Source: Calogirou et al. 2010: 59 (Table 30).  
SBS and environmental data from Eurostat 2006 and DTI estimations for the EU27. 
Aggregated at level 3 data (equals the average share of employees in the SME size 
companies per country).  
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 For example, in the UK, almost a third of SME expenditure on energy is wasted through inefficient practices 
(Vickers et al. 2009: 15).  SMEs also cause about 43 per cent of serious industrial pollution incidents and generate 60 
per cent of  commercial waste in England and Wales (Environment Agency 2006: 11). 
 It follows that governments require radical changes in the performance and 
impact of SMEs if they are to meet their own environmental targets.  For example, the 
European Union (EU) has formally committed to reduce greenhouse gas emissions by 
80-95 per cent by 2050 compared to 1990.  This requires intermediate cuts in emissions 
of 25 per cent by 2020, 40 per cent by 2030 and 60 per cent by 2040.  The EU 
recognises that SMEs are integral to its transformation into a competitive low-carbon 
economy (European Commission 2011, Calogirou et al. 2010).  The preceding 
arguments are often reinforced with reference to the ‘business case’ for sustainability.  
Support for eco-efficiency is seen as a ‘win-win’ because by generating firm-level cost 
savings, it can make SMEs more competitive, though the evidence remains mixed 
(Revell and Blackburn 2007, Cambridge Econometrics 2003).  Investing in 
technological innovation and new entrepreneurial activity can offer other rewards, 
particularly in emerging ‘eco-industry’ sectors2 such as waste management, soil 
remediation, environmental monitoring, renewable energy generation and eco-
construction.  For example, by supporting clean technology start-ups, a regional 
government can both modernise its industrial base and enhance its international 
competitiveness (United Nations Environment Programme 2009). 
The Main Policy Options 
Policy options are usually categorised in terms of broad types of measure (e.g. 
regulation), and more specific instruments or intervention tools, such as the introduction 
of an emissions standard.  The range of options can be illustrated by considering a 
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 Eco-industries have been formally defined as ‘activities which produce goods and services to measure, prevent, 
limit, minimize or correct environmental damage to water, air and soil, as well as problems related to waste, noise 
and eco- systems’ (Organisation for Economic Cooperation and Development / Eurostat 1999: 9). 
 single environmental policy arena, energy efficiency (see Table 12.2)3.  In practice, 
there is some variation in terminology and overlaps between categories.  For example, 
while product labels are generally associated with particular standards (i.e. regulation), 
they are also market-based instruments, designed to influence consumer demand. 
Table 12.2 Policy measures and intervention tools – some examples 
Type of measure Intervention tools applicable to SMEs and 
entrepreneurship 
 
Regulation China: new national building standards require 50% 
reduction in energy use compared to the 1980s, with 
sanctions including fines on non-compliant 
construction firms. 
Australia: construction firms affected by revised 
building codes to meet carbon reduction targets and 
new Nationwide House Energy Rating Scheme 
(NatHERS). 
Economic and market-based France: energy management fund (FOGIME) 
guarantees loans to SMEs for energy efficiency and 
renewable energy investments. 
Japan: an Emission Credit Scheme whereby 
reductions achieved by small and medium-sized 
companies with financial, technical, or other assistance 
from large companies helps the latter to meet their 
emissions targets. 
Capacity building United States: Small Business Innovation Research 
(SBIR) and Small Technology Transfer (STTR) 
programmes, which fund competitions for small firms.   
Norway: the Norwegian Energy Efficiency Network 
(IEEN) encourages cooperation and networking of 
SMEs, demonstration programmes and assistance with 
environmental management systems. 
Sources: International Energy Agency (2011), Vickers et al. (2009)  
There are a number of factors to consider when selecting between different 
options.  Firstly, what environmental issues are being prioritised?  The focus may be on 
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 For more examples of measures currently in operation, see the online databases of the European Environment 
Agency and International Energy Agency (European Environmental Agency 2011; International Energy Agency 
2011). 
 particular arenas, such as climate change mitigation, climate change adaptation, 
biodiversity, water, air, and waste, or on sectors with particular environmental impacts, 
including transport, energy, agriculture, fisheries (European Environmental Agency 
2010).  Secondly, how do these issues relate to other policy goals?  For example, the 
EU’s ‘Europe 2020’ combines economic and environmental aims in pursuit of 
‘sustainable growth’; these include: ‘building a competitive low-carbon economy that 
makes efficient, sustainable use of resources’; ‘protecting the environment and 
preventing biodiversity loss’; and ‘capitalising on Europe’s leadership in developing 
new green technologies and production methods’ (European Commission 2011).   
Thirdly, what obstacles are likely to stand in the way of achieving sustainable growth?   
These are likely to differ depending on the social and economic conditions in the 
countries concerned.  Table 12.3 illustrates one way in which these considerations 
might translate into policy options (Organisation for Economic Cooperation and 
Development 2011a). 
Table 12.3 Possible policies to address green growth constraints 
Green growth constraints  Policy options 
 
Inadequate infrastructure  Taxes, tariffs, transfers, public-private 
partnerships 
Low human and social capital and poor 
institutional quality 
Taxes, subsidy reform/removal 
Incomplete property rights, subsidies  Review and reform or remove 
Regulatory uncertainty Set targets, create independent governance 
systems 
Information externalities and split 
incentives 
Labelling, voluntary approaches, 
subsidies, technology and performance 
standards 
Environmental externalities Taxes, tradable permits, subsidies 
Low returns on R&D R&D subsidies and tax incentives, focus 
on general-purpose technologies 
Network effects Strengthen competition in network 
industries, subsidies or loan guarantees for 
new network projects 
 Barriers to competition Reform regulation, reduce government 
monopoly 
Source: Organisation for Economic Cooperation and Development 2011b: 9 (Table 2) 
The following are some of the tools that are most commonly applied to SMEs 
and entrepreneurship, highlighting particular strengths and limitations. 
Environmental regulations and standards are widely used for high energy-using 
products, such as vehicles and heating systems, and for waste management, particularly 
in more hazardous forms, including clinical and radioactive waste.  SMEs operating in 
such areas can be ‘pushed’ into compliance through minimum standards, which may be 
combined with certification or labelling schemes.  Regulations and standards are often 
seen as essential to drive behaviour change.  They can be particularly effective when 
combined with fiscal and informational intervention.  However, effective enforcement is 
also necessary in order to gain legitimacy and to ensure that compliant firms are not 
adversely affected by the activities of ‘rogue’ traders (Thomas, Lane, Oreszczyn, 
Schiller and Yoxon 2009).  Research evidence suggests that regulators should adopt a 
variety of tools, ensuring that they are sector-specific and well integrated with other 
enterprise policies (Hansen, Søndergård and Meredith 2002).  There is also evidence 
that formal Environmental Management Systems (EMS) and eco-labelling can assist 
SMEs to achieve legal compliance by making them more aware of their environmental 
impacts (Centre for Research on Energy and Environmental Economics and Policy 
2006).  Only a small minority of SMEs have adopted EMS, but their use can be 
promoted with the help of other intervention tools.  For example, inter-organisational 
EMS programmes are now being promoted through sector-based networks or ‘clusters’ 
involving local government agencies, firms and non-governmental organisations (Daddi 
et al. 2010). 
 Online information and support services have created new possibilities for 
engaging directly with SMEs, which can complement and extend more traditional face-
to-face and paper-based approaches.  For example, the German national waste 
prevention plan seeks to support and encourage pro-environmental actions through an 
online database, which facilitates coordination and networking.  Users can consult the 
database to see what measures are being used to support SMEs in areas such as eco-
design (Environmental Technologies Action Plan 2011).  UK environmental agencies 
operate a similar online tool, NetRegs, which provides clear and concise information on 
legal compliance and environmental good practice with the aim of reducing the amount 
of environmental harm caused by SMEs.  Networking between different actors, such as 
SME manufacturers and their suppliers, is recognised as a key requirement for learning.  
This can now be delivered more widely through online tools; networks can be built 
around institutions, such as the Swedish Waste Council, enabling participants to 
exchange experiences (Environmental Technologies Action Plan 2011). 
Though such tools can be effective, penetration of information-based support 
services has often been limited.  Many small firms are still failing to recognise the 
environmental impact of their activities (e.g. Environment Agency 2009, 2003) and 
converting pro-environmental attitudes into operational changes has been identified as a 
further obstacle (Revell and Blackburn 2007, Schaper 2002, Tilley 1999).  In addition, 
evaluating the impact of such interventions remains difficult.  For example, to measure 
the success of a waste prevention initiative, it is necessary to make assumptions about 
the so-called ‘counterfactual’, or level of waste that would have been generated in its 
absence (Dehoust, Küppers, Bringezu and Wilts 2011). 
 
 Taxation, tax credits and funding packages can be used to influence SMEs.  
They can be levied directly on the firm through landfill or carbon taxes, or indirectly by 
targeting particular product categories, such as applying differential taxes based on CO2 
emissions.  Financial incentives can be also used to promote sustainable entrepreneurial 
activities, such as ‘retrofitting’ of existing buildings by SMEs to reduce energy demand 
(e.g. Burch, Shaw, Zerriffi and Meyer 2011, Natural Resources Canada 2011).   
However, careful design and implementation is crucial to avoid distortion and 
disruption of markets.  For example, while public subsidies in Denmark encouraged 
nascent wind turbine manufacturers to develop, the introduction of tax breaks in the 
United States led to a speculative ‘wind rush’ of large scale construction projects, most 
of which  collapsed following fiscal changes in the mid-1980s  (Garud and Karnøe 
2003, Asmus 2001).  Successful interventions often make use of multiple tools.  For 
example, Danish government support for wind energy combined subsidies with 
regulation and research, underpinned by a strong political coalition in favour of this 
technology.  In the UK, the rapid expansion of SMEs operating anaerobic digestion 
(AD) plants for organic wastes was supported by two fiscal tools: a funding package to 
support new composting and AD facilities and two Renewable Obligation Certificates 
(ROCs), funded by energy suppliers, to promote the dissemination of AD technologies 
(Department for Environment, Food and Rural Affairs 2009a).  The policy was 
reinforced by pressures on local authorities to reduce the amount of biodegradable waste 
sent to landfill and a national drive to become less reliant on energy from fossil fuels 
(Department for the Environment, Food and Rural Affairs 2009b). 
Research services and research funding can be provided as a way of promoting 
eco-innovation and the growth of more sustainable enterprises.  In making these 
 investments, governments may decide to favour larger or smaller-scale enterprises.  For 
example, in the case of wind energy, the Danish approach (i.e. founding a small wind 
turbine testing station at Roskilde and working closely with small manufacturers and 
community-based networks), contrasts with that of the United States, where the 
aerospace industry was identified as the best source of expertise on turbine design 
(Department of Environment 2011, Garud and Karnøe 2003).  Research funding can be 
effective where innovation is blocked by specific knowledge gaps.  For example, the 
UK New Technologies Development Programme provided financial assistance to new 
waste treatment demonstration projects.  The programme was intended to overcome the 
real and perceived risks of introducing alternative technologies by generating accurate 
and impartial technical, environmental and economic information for key decision 
makers (Department for the Environment, Food and Rural Affairs 2011).  Governments 
can also support knowledge creation and innovation by facilitating inter-organisational 
interaction via sector-based networks and geographic clusters (Daddi et al. 2010); such 
activities are increasingly coupled with web-based information and support services (see 
above). 
Selecting Appropriate Tools 
Policy-makers need to consider a number of factors when selecting specific intervention 
tools.  As with broad policy options, these choices are likely to be influenced by current 
political priorities.  For example, a decision to pursue energy efficiency through 
regulation may be driven by the need to achieve national carbon reduction targets.   
Tools also need to be matched to the characteristics and requirements of the firms, 
sectors and markets that are being addressed.  Hence, information, research services or 
educational support may be appropriate where SMEs are seen as lacking essential 
 knowledge or capabilities.  It is also important to take into account potential inter-
actions with other policies and tools (e.g. firm-level subsidies may undermine 
competition policy goals).  Lastly, there are many contextual factors to consider, 
including political institutions, economic conditions, physical infrastructures and 
educational levels (Daddi et al. 2010, Hansen et al. 2002, Revell 2003, Spence, 
Jeurissen and Rutherfoord 2000).  While some tools may be shared across national and 
regional borders, such as pan-European emissions regulations and carbon trading 
schemes, there are also significant variations in the policy landscape, both between 
different geographic locations and over time.  These differences can be illustrated with a 
brief overview of recent developments in waste management.  Earlier policies tended to 
be based around public health issues, but the emphasis has since shifted towards a 
broader concern with environmental protection.  In the past, regulatory tools such as 
pollution controls and local planning rules were the most widely-used.  However, by the 
1990s there was an increasing interest in achieving waste prevention and increasing 
recycling rates (Wilson 2007).  This led to the adoption of new tools, including fiscal 
measures, target-setting for local authorities, communications campaigns, and 
programmes to stimulate growth in recovered materials markets.  The exact form and 
combination of tools varies by country.  As a case in point, in Switzerland high disposal 
charges are complemented by provision of free recycling facilities, while in Hong Kong 
similar tools are combined with public education initiatives, financial support for the 
recycling industry and a labelling scheme for local businesses (Federal Office for the 
Environment 2011, Government of Hong Kong 2011).  In some cases, the proliferation 
of tools has resulted in SMEs being confronted by a complex and often confusing array 
of regulations and fiscal incentives (Netregs 2011).  However, it has also created 
 opportunities for policy diffusion and convergence as governments share their 
experiences and learn from the more successful policy innovations of environmental 
‘pioneer countries’ (Jänicke 2005). 
Towards A More Integrated Approach? 
It is clear that, while some policies and intervention tools may prove more effective than 
others, there are no ‘magic bullets’.  Given the scale, complexity and pervasiveness of 
today’s environmental problems, the central challenge is to identify the best 
combination of tools and to implement it in a context-sensitive way (Organisation for 
Economic Cooperation and Development 2011b, Calogirou et al. 2010).  Governments 
around the world are being encouraged to develop more coherent, better-integrated 
enterprise policies (Audretsch and Beckman 2007) and environmental policies (Hansen 
et al. 2002, Nilsson and Persson 2003).  Similar calls have been heard from 
environmental campaigners, industry bodies and entrepreneurs, particularly in relation 
to global issues such as climate change.  For example, leading Australian firms in the 
built and natural environment sectors have expressed concern that ‘fragmented’ public 
policies on climate change are compromising the country’s economic and 
environmental prospects (Consult Australia 2011).  There are indications that greater 
integration of environmental, innovation and enterprise policies is becoming a reality.  
Several countries, including Austria, Belgium and Finland, are adopting more holistic, 
 systems-based approaches to achieve sustainable production and consumption goals 
(Geels, Monaghan, Eames and Steward 2008)4.   
The application of systems thinking is most fully developed in the Netherlands, 
where the ‘transitions management’ (TM) approach has been formally adopted 
(Loorbach and Rotmans 2010, Elzen, Geels and Green 2004).  TM widens the scope 
and ambition of innovation policy beyond traditional ‘end-of-pipe’ solutions, process 
efficiency measures and product life cycle evaluations.  It aims to introduce more 
radically eco-efficient ways of meeting society’s needs (such as energy, food, transport).  
TM policies typically combine two dimensions: (i) increasing pressure on particular 
industrial sectors through mechanisms such as financial and regulatory measures; (ii) 
stimulating and supporting the emergence and development of new ‘niches’ (i.e. 
protected environments where entrepreneurs can develop new concepts and radical 
innovations).  Success in the first dimension should create windows of opportunity for 
diffusion and mainstreaming of niche innovations.  TM policies recognise the need for a 
variety of actors, including entrepreneurs, SMEs, larger firms, community organisations 
and government agencies.  To achieve breakthrough, niche innovations require critical 
mass.  Their technical, practical, economic and political feasibility can be supported by 
intervention tools designed to promote learning (e.g. subsidies for pilot projects); the 
formation of networks (e.g. using participatory methods with stakeholders who have 
positive or negative vested interests in an innovation); the development of long-term 
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 Other examples include the German national waste prevention programme, which creates, ‘a strategic reference 
framework’, to coordinate actions at federal, state and municipal level (Dehoust, Küppers, Bringezu and Wilts 2011: 
18) and the proposal for a Commission for a Sustainable Australia to drive, ‘innovation and new technology 
pathways for a sustainable future’ (Consult Australia 2011: 9). 
 visions; and their translation into short-term actions (Geels et al. 2008, Kemp, Schot and 
Hoogma. 1998).  The move towards more integrated policies is still in its early stages.  
Many issues remain open to debate, including the ways that transitions are governed, 
how they can be adapted to fit different contexts, and the role that entrepreneurs of 
various kinds might play in facilitating or resisting change (Blundel and Monaghan 
2011, Grin, Rotmans and Schot 2010, Smith, Stirling and Berkhout 2005).  The 
unfolding of sustainability transitions is typically measured over several decades, 
making it difficult to evaluate their strengths and limitations, based on current evidence. 
However, TM’s holistic approach provides a useful starting point for policy reviews that 
take SMEs and entrepreneurship into account, and which promote more coherent 
portfolios of intervention tools.  
Conclusion 
This chapter has examined environmental policies related to SMEs and 
entrepreneurship.  It reviewed a range of intervention tools and discussed how they 
might be selected and combined to address specific impacts. It has also considered the 
main lessons and implications for practice. 
Having established the importance of SMEs and entrepreneurship in relation to 
current environmental concerns, a strong case for public policy intervention was 
outlined, based on a number of factors.  Addressing SME environmental impact will be 
necessary in order to achieve current and future sustainability targets. It may also 
generate new opportunities to reduce costs, improve other performance measures and  
promote innovative entrepreneurial activities in emerging ‘green’ industries.  When 
framing policy, it is important to clarify the environmental goals to be pursued and their 
relationship to other goals, such as supporting smaller businesses or enhancing 
 competitive advantage.  In some cases, the economic, social and environmental 
arguments may coincide, but in others there may be unavoidable trade-offs.  The 
chapter has provided several examples of the kinds of research evidence that are 
available to inform these policy debates.   
Turning to the main policy options, three broad types of environment-related 
policy measure were identified (i.e. regulation, economic and market-based, capacity 
building), along with an extensive range of more specific intervention tools.  Where 
policy makers have discretion in selecting tools, it is important to consider their 
respective strengths and limitations.  In practice, the quality of evaluation data remains 
variable and it is not always possible to assume that tools will transfer readily from one 
context to another.  However, policy choices can be better informed by drawing on the 
best available research evidence and being ready to select – and if necessary adapt – 
tools to address particular regional or sectoral requirements.  The final section indicated 
that attempts to identify the ‘best’ intervention tool are being replaced by a new focus 
on how different tools can be combined most effectively.  The challenge for policy-
makers is to develop more holistic and joined-up approaches that match the scale, 
complexity and pervasiveness of today’s environmental challenges.  The Dutch 
‘transitions management’ (TM) perspective exemplifies these developments, requiring 
policy-makers to consider the needs of SMEs and entrepreneurship alongside those of 
other actors, including public sector bodies, larger businesses and community groups.  
Intervention may be necessary to coordinate and drive sustainability transitions, but 
there is also considerable scope for governments to engage SMEs and entrepreneurial 
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